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INDEPENDENT AUDITOR’S REPORT 
 
 
To the Board of Directors  
KCETLink 
Los Angeles, California 
 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of KCETLink (the Organization), which 
comprise the statements of financial position as of June 30, 2016 and 2015, the related statements of 
activities and cash flows for the years then ended, and the related notes to the financial statements 
(collectively, the financial statements). 
 
Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes 
the design, implementation, and maintenance of internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due to fraud or 
error. 
 
Auditor’s Responsibility 
 
Our responsibility is to express an opinion on these financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the 
Organization’s preparation and fair presentation of the financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion 
on the effectiveness of the Organization’s internal control. Accordingly, we express no such opinion. An 
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness 
of significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 



To the Board of Directors  
KCETLink 
Page 2 of 2 
 
 
Opinion 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of KCETLink as of June 30, 2016, and the results of its operations and its cash flows 
for the year then ended in accordance with accounting principles generally accepted in the United 
States of America. 
 
Report on Summarized Comparative Information 
 
We have previously audited KCETLink’s 2015 financial statements, and we expressed an unmodified 
audit opinion on those audited financial statements in our report dated November 17, 2015. In our 
opinion, the summarized comparative information presented herein as of and for the year ended June 
30, 2015 is consistent, in all material respects, with the audited financial statements from which it has 
been derived. 

 
November 28, 2016 
 



KCETLink 
STATEMENTS OF FINANCIAL POSITION

JUNE 30, 2016 AND 2015

The accompanying notes are an integral part of these financial statements.
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2016 2015

Current assets
Cash and cash equivalents 5,649,765$           -$                          
Grants and contributions receivable, current portion (Note 4) 1,063,069             2,048,416             
Accounts receivable, net of allowance for doubtful accounts

of $51,833 and $51,833, respectively 243,843                412,215                
Prepaid expenses and other current assets 660,133                503,478                

Total current assets 7,616,810             2,964,109             

Grants and contributions receivable, net of current portion (Note 4) 160,000                695,000                
Investments (Note 5) 5,300,846             5,359,181             
Beneficial interest in charitable remainder trust (Note 5) 298,692                293,826                
Fractional interest in land (Note 5) 420,000                523,200                
Equipment and leasehold improvements, net (Note 6) 13,998,641           17,110,446           
Intangible assets and goodwill (Note 7) 1,230,000             -                            

Total assets 29,024,989$         26,945,762$         

Current liabilities
Bank overdraft -$                          394,682$              
Note payable (Note 8) -                            5,000,000             
Accounts payable 1,016,215             427,743                
Accrued expenses 858,024                1,026,114             
Advances under grant agreements 150,779                404,072                
Charitable gift annuities payable, current portion (Note 5) 31,958                  30,075                  
Deferred rent and lease incentive, current portion 61,027                  -                            

Total current liabilities 2,118,003             7,282,686             

Note payable (Note 8) 15,000,000           -                            
Charitable gift annuities payable, net of current portion (Note 5) 146,331                164,712                
Deferred rent and lease incentive, net of current portion 5,170,966             5,570,476             

Total liabilities 22,435,300           13,017,874           

Commitments and contingencies (Note 9)

Net assets (deficit)  (Note 10)
Unrestricted (4,765,735)            1,795,750             
Temporarily restricted 7,093,640             7,870,354             
Permanently restricted 4,261,784             4,261,784             

Total net assets 6,589,689             13,927,888           

Total liabilities and net assets 29,024,989$         26,945,762$         

ASSETS

LIABILITIES AND NET ASSETS



KCETLink 
STATEMENTS OF ACTIVITIES

For the Year Ended June 30, 2016 
(With Comparative Totals for the Year Ended June 30, 2015)

The accompanying notes are an integral part of these financial statements.
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Temporarily Permanently
Unrestricted Restricted Restricted 2016 2015

Support and revenue
Contributions, grants and contracts 11,308,384$   2,158,539$     -$                    13,466,923$   14,999,873$   
Community service grants 2,851,309       -                      -                      2,851,309       2,613,551       
Donated goods and services 976,774          -                      -                      976,774          506,992          
Facility rentals and other 

earned income 2,555,370       -                      -                      2,555,370       2,394,093       
Net realized and unrealized gains

(losses) on investments 27,082            (41,838)           -                      (14,756)           (39,228)           
License and royalty revenue 69,273            -                      -                      69,273            160,907          
Interest and dividends 11,558            -                      -                      11,558            71,675            
Change in value of split-

interest agreements -                  (7,686)             -                      (7,686)             (8,788)             
Net assets released from 

restrictions 2,885,729       (2,885,729)      -                      -                      -                      

Total support and revenue 20,685,479     (776,714)         -                      19,908,765     20,699,075     

Functional expenses
Program services

Programming and production 11,853,381     -                      -                      11,853,381     12,830,367     
Transmission 3,186,158       -                      -                      3,186,158       4,042,845       
Public information 1,296,909       -                      -                      1,296,909       1,767,742       

Total program services 16,336,448     -                      -                      16,336,448     18,640,954     

Supporting services
General and administrative 5,352,630       -                      -                      5,352,630       5,671,220       
Fundraising and development 5,557,886       -                      -                      5,557,886       4,953,330       

Total functional expenses 27,246,964     -                      -                      27,246,964     29,265,504     

Change in net assets (6,561,485)      (776,714)         -                      (7,338,199)      (8,566,429)      

Net assets, beginning of year 1,795,750       7,870,354       4,261,784       13,927,888     22,494,317     

Net assets (deficit), end of year (4,765,735)$    7,093,640$     4,261,784$     6,589,689$     13,927,888$   

Totals



KCETLink 
STATEMENTS OF CASH FLOWS

For the Years Ended June 30, 2016 and 2015

The accompanying notes are an integral part of these financial statements.
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2016 2015
Cash flows from operating activities

Change in net assets (7,338,199)$     (8,566,429)$     
Adjustments to reconcile change in net assets to net cash

provided by (used in) operating activities
Depreciation and amortization 3,242,774        3,509,695        
Bad debt expense 32,762             192,008           
Impairment on interest of land 103,200           -                   
Revenue from barter transactions (976,774)          (506,992)          
Expenses relating to barter transactions 976,774           506,992           
Capitalization of donated assets (1,300,000)       -                   
Unrealized loss on investments 14,756             39,228             
Change in value of split-interest agreements 7,686               8,788               
Changes in operating assets and liabilities

Grants, contributions, and accounts receivable 1,655,957        (869,791)          
Prepaid expenses and other current assets (161,521)          (83,493)            
Accounts payable 588,472           (140,318)          
Accrued expenses (168,090)          (103,166)          
Advances under grant agreements (253,293)          (18,350)            
Deferred rent and lease incentive (338,483)          (222,320)          

Net cash used in operating activities (3,913,979)       (6,254,148)       

Cash flows from investing activities
Net sales of investments 19,395             4,969,017        
Purchases of equipment (60,969)            (13,713)            

Net cash provided by (used in) investing activities (41,574)            4,955,304        

Cash flows from financing activities
Bank overdraft (394,682)          394,682           
Repayment of note payable (5,000,000)       -                       
Proceeds provided by note payable 15,000,000      -                       

Net cash provided by financing activities 9,605,318        394,682           

Net increase (decrease) in cash and cash equivalents 5,649,765        (904,162)          

Cash and cash equivalents, beginning of year -                       904,162           

Cash and cash equivalents, end of year 5,649,765$     -$                    

Supplemental disclosure of cash flow information
Cash paid during the year for interest 448,734$        164,757$        

Capitalization of donated assets 1,300,000$     -$                    
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NOTE 1 – GENERAL 
 
KCETLink (the “Organization”) is a nonprofit corporation that commenced television 
broadcasting as Station KCET, Channel 28, on September 28, 1964. Community Television of 
Southern California (KCET), the largest independent public television station in the United 
States, is an independent media organization that provides a wide range of unique and valuable 
programs and services to the diverse communities it serves. KCETLink’s primary source of 
revenue is grants and contributions from individuals. Additional revenue is received from 
contributions, grants, and contracts from corporations, foundations, and the Corporation for 
Public Broadcasting (CPB), as well as from earned income. 
 
On December 14, 2012, KCET and Link Media, Inc. (“Link”), an independent, nonprofit media 
company, announced that their respective boards of directors had approved the merger of the 
two organizations. Link Media, Inc., founded in 1999, provides Link TV, a digital satellite 
broadcast channel, to the 33 million homes in the United States receiving DIRECTV and Dish 
Network. It provides a unique perspective on international news, current events, and diverse 
cultures, presenting issues not often covered in the U.S. media. Through its national network 
and website (LinkTV.org), Link Media connects American viewers with people at the heart of 
breaking events, organizations in the forefront of social change, and the cultures of an 
increasingly global community. This combination creates a new independent public transmedia 
company that acquires, produces, and distributes provocative global programming targeted to a 
national audience across multiple media platforms. 
 
At the time of the merger with Link Media, Inc., KCET changed its name to KCETLink. Link 
Media, Inc., as a legal entity, was dissolved, and KCETLink is the surviving legal entity. 
 
 

NOTE 2 -- MANAGEMENT’S DISCUSSION AND ANALYSIS 
 

During the year ended June 30, 2016, the Organization incurred a loss of $7,338,199 on 
revenues of $19,908,765. The loss decreased by $1.2 million from $8,566,429 for the year 
ended June 30, 2015 due to a decrease of $2.0 million in expenses and a $0.8 million 
decrease in revenues. This represents a stabilization of revenue at approximately $20.0 million 
over the past three years if the impact of a one-time $7.0 million bequest received in 2014 is 
removed from that year’s operating results.  

 
FCC Spectrum Auction 
The Federal Communications Commission (FCC) is in stage 3 of its voluntary Broadcast 
Incentive Auction that began on May 31, 2016. The auction is continuing as of the date of this 
report, and the Quiet Period Rules of the auction will continue to be in effect until the 
announcement by the FCC that the auction is concluded. KCET determined prior to the start of 
the spectrum auction that in the event that it should be the recipient of a liquidity event, based 
on the results of that auction, it would use any such proceeds to retire current debt and to 
invest in order to provide a steady stream of income in support of KCETLink's operations and 
programming. 
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NOTE 2 -- MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued) 
 
Bank Financing 
On July 8, 2015, KCETLink established a $15 million credit line with Western Alliance Bank. The 
first $10 million was funded on that date; $5 million retired a prior note; and $5 million funded 
operating needs. The remaining $5 million was made available upon completion of a portion of 
the FCC’s spectrum auction on June 27, 2016 in accordance with the loan agreement. The 
Organization signed an additional loan agreement with Western Alliance bank on November 7, 
2016 for an additional loan of $2.5M. This amount was drawn on November 9, 2016. 
 
KCETLink will continue to cut costs where possible and develop new revenue opportunities 
among our individual donors, major donors, and granting organizations. 
 
 

NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Basis of Presentation 
The accompanying financial statements are prepared in accordance with accounting principles 
generally accepted in the United States of America (U.S. GAAP). 
 
The accompanying statements of activities include certain prior year summarized comparative 
information in total but not by net asset class. Such information does not include sufficient 
detail to constitute a presentation in conformity with U.S. GAAP. Accordingly, such information 
should be read in conjunction with the Organization’s financial statements for the year ended 
June 30, 2015, from which the summarized information was derived. 
 
The Organization reports information regarding its financial position and activities according to 
three classes of net assets: unrestricted net assets, temporarily restricted net assets, and 
permanently restricted net assets, as follows: 
 

• Unrestricted net assets – Net assets that are not subject to donor-imposed restrictions 
and that may be expendable for any purpose in performing the primary objectives of the 
Organization. 
 

• Temporarily restricted net assets – Net assets subject to donor-imposed restrictions that 
may or will be met either by actions of the Organization and/or the passage of time. As 
the restrictions are satisfied, temporarily restricted net assets are reclassified to 
unrestricted net assets and reported in the accompanying financial statements as net 
assets released from restrictions. Donor-restricted contributions received and expended 
in the same reporting period are recorded as unrestricted support. 
 

• Permanently restricted net assets – Net assets subject to donor-imposed restrictions 
requiring that the amounts contributed be invested in perpetuity. The investment income 
generated from these funds is available for general support of the Organization’s 
programs and operations. 
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NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Cash Equivalents 
Due to endowment and similar restrictions, the Organization classifies all short-term highly-liquid 
investments purchased with maturities of three months or less (including money market funds) 
as investments. 
 
Investments 
The Organization’s investments are reflected on the statement of financial position at fair value. 
Changes in unrealized gains and losses resulting from changes in fair value are reflected in the 
statement of activities. The Organization’s investments consist of cash, fixed income, equities, 
and other investments. 

 
The Organization’s investments are generally publicly traded on national securities exchanges 
and have readily available quoted market values. There are also certain investments in which 
market value is based on the market values of observable or underlying assets. 
 
Dividend and interest income are accrued when earned. Dividend and interest income earned 
from unrestricted investments are recorded as unrestricted. Income from permanently restricted 
investments is recorded as temporarily restricted, except where the instructions of the donor 
specify otherwise. 
 
The Organization also holds an ownership interest in land, which is reflected on the statement of 
financial position at fair value at the date of donation. The Organization reviews interest in land 
for impairments whenever events or changes in circumstances indicate that the carrying value of 
the asset may not be recoverable. Recoverability is measured by a comparison of the carrying 
value of the asset to future net cash flows, undiscounted and without interest, expected to be 
generated by the asset. If such asset is considered to be impaired, the impairment to be 
recognized is measured by the amount by which the carrying amount of the asset exceeds the 
fair value of the asset. The carrying amount of interest in land is $420,000 and $523,200 as of 
June 30, 2016 and 2015, respectively. KCETLink recognized an impairment loss of $103,200 
and $0 for the years ended June 30, 2016 and 2015, respectively.  

 
Contributions 
KCETLink recognizes unconditional promises to give in the period received at net present value. 
 
Conditional promises to give that are conditional upon future events or future matching are not 
recorded until the condition has been satisfied. If funds are received from such gifts, they are 
recorded as refundable advances until the condition is satisfied. When the condition has been 
satisfied, the gift is recognized as either unrestricted or temporarily restricted revenue 
depending on the intent of the donor. 
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NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  
 
Pledge Revenues 
Unconditional promises to give (pledges) are recorded as receivables and contributions, 
distinguishing between contributions received from each net asset class in accordance with 
donor-imposed restrictions. Contributions to be received after one year are discounted at an 
appropriated discount rate commensurate with the risks involved. Pledges are recorded as 
receivables in the year in which they are made.  
 
An allowance for doubtful accounts is established for those accounts deemed uncollectible and 
is based on management’s estimate of the collectability of each receivable, as well as aging of 
the receivable and credit risk of donors. There was no allowance established as of June 30, 
2016 and 2015, as all outstanding pledges were deemed collectible. 

 
Production Costs and Grants 
Production costs are expensed as incurred. Direct production costs are funded by grants from 
CPB, corporations, foundations, individuals, and federal, state, and other governmental 
agencies. Amounts received under governmental grants related to productions are recorded as 
advances and recognized as revenue as the related costs are incurred. Grants from CPB, 
corporations, foundations, and individuals are recorded as contributions as described above. 
 
Donated Goods and Services 
KCETLink enters into underwriting trade agreements with third parties to provide goods and/or 
services in trade for underwriting credit. Trade revenues and expenses are recognized at the 
date of commitment. Trade revenues and expenses totaled $976,774 and $506,992, 
respectively, for the years ended June 30, 2016 and 2015. 
 
Contributed Goods  
The value of significant contributed goods & equipment is reflected as contribution revenue with 
a corresponding expense in the accompanying financial statements at the fair market value of 
such goods at the date of contribution. There were no contribution of goods for the years ended 
June 30, 2016 and 2015. 
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NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  
 
Contributed Use of Long-lived Assets 
KCETLink recognizes contribution of the use of long-lived assets as revenues in the period in 
which it is received, with a corresponding expense in the period the assets are used at fair 
value. Contributions of long-lived assets were $1,300,000 and $0 as of June 30, 2016 and 
2015, respectively (see Notes 6 and 7). 
 
In-kind Contributions of Services 
Contributions of donated noncash are measured on a non-recurring basis and recorded at fair 
value in the period received. Contributions of services are recognized by the Organization if the 
services received (a) create or enhance long-lived assets or (b) require specialized skills, are 
provided by individuals possessing those skills, and would typically need to be purchased if not 
provided by donations. The in-kind contributions received during the years ended June 30, 2016 
and 2015 totaled $0 and $342,497, respectively. 

 
Equipment and Leasehold Improvements 
Equipment and leasehold improvements are stated at cost, or if contributed, at market value at 
the date of the contribution. Contributions received that are temporarily restricted for capital 
projects are classified as temporarily restricted net assets; those restrictions expire when the 
capital projects are placed in service by KCETLink. Depreciation is calculated using the straight-
line basis over estimated useful lives of the assets as follows: 
 

Antenna, transmitter, and other broadcasting and studio equipment 5 to 15 years 
Furniture, fixtures, and automobiles 5 to 10 years 

 
Leasehold improvements are amortized over the lesser of the useful life or lease term. The 
amortization expense on assets acquired under capital leases is included with depreciation 
expense on owned assets.  
 
Impairment of Long-Lived Assets 
Long-lived assets are reviewed for impairment whenever events or changes in circumstances 
indicate that the carrying amounts of the assets in question may not be recoverable. Impairment 
would be recorded in circumstances where undiscounted cash flows expected to be generated 
by an asset are less than the carrying value of that asset. During the years ended June 30, 
2016 and 2015, there were no events or changes in circumstances indicating the carrying 
amount of equipment and leasehold improvements may not be recoverable. 
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NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  
 
Split-interest Agreements 
The Organization is the beneficiary of charitable remainder trusts, for which its beneficial 
interest is expressed as either a percentage or a dollar amount of the trusts’ assets’ fair value. 
Trust assets are recorded at net present value, discounted using a market interest rate at each 
year end and an annual yield over the remaining life expectancy of the donors. 

 
The Organization is also the beneficiary of charitable gift annuities, which the Organization 
records as assets, although these assets are held in a custodial account at a financial 
institution. The Organization records these assets, which are held as investments, at fair value 
at each year end, and records an annuity payment liability for an amount equal to the present 
value of the estimated future cash flows to be distributed to the income beneficiaries over their 
expected lives. The difference between the fair value of the assets received and the annuity 
payment liability is recognized as revenue. 
 
Deferred Rent and Lease Incentive 
The Organization recognizes the benefits of rent abatement, tenant improvement allowance, and 
escalating rent provisions on a straight-line basis over the term of the lease. The Organization 
accounts for its lease incentive as a deferred liability. The deferred liability is then amortized on 
a straight-line basis over the lease term as a reduction in rent expense. Deferred rent and lease 
incentive totaled $ $5,231,993 and $5,570,476 as of June 30, 2016 and 2015, respectively. 
 
Use of Estimates 
The preparation of financial statements in conformity with U.S. GAAP requires management to 
make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements. 
Management’s estimates also affect the reported amounts of revenue and expenses during the 
reporting period. Actual results could differ from those estimates. 
 
Functional Allocation of Expenses 
The costs of providing the various programs and other activities have been summarized on a 
functional basis in the statement of activities. Accordingly, certain costs have been allocated 
among the programs and supporting services benefited based on management’s estimates. 
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NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

Concentration of Credit Risk 
KCETLink receives grants from corporations, federal agencies, foundations, public television 
agencies, and state and local agencies. KCETLink has developed long-term relationships with 
many of its grantors and continually evaluates their financial position to determine the risk of 
uncollectible grants. As of June 30, 2016, two grantors comprised 55% of the Organization’s 
outstanding total net grants and contributions receivable balances, and three grantors made up 
20% of the total support and revenue for the year ended June 30, 2016. As of June 30, 2015, 
three grantors comprised 57% of the Organization’s outstanding total net grants and 
contributions receivable balances, and three grantors made up 18% of the total support and 
revenue for the year ended June 30, 2015. 
 
Cash and cash equivalents are placed with Federal Deposit Insurance Corporation’s (FDIC) 
insured financial institutions. Deposits are insured by the FDIC up to $250,000 within the same 
institution. At times, cash balances are in excess of the insured limit. The Organization has not 
experienced any losses in such accounts and believes it is not exposed to any significant credit 
risk on cash and cash equivalents. 

 
Advertising Costs 
The Organization expenses advertising and promotional costs as incurred. Advertising expenses 
for the years ended June 30, 2016 and 2015 totaled $1,368,878 and $877,666, respectively. 
Of those advertising expenses, $976,774 and $506,992, respectively, for the years ended June 
30, 2016 and 2015 originated through barter transactions. 
 
Income Taxes 
KCET is exempt from taxation under Internal Revenue Code §501(c)(3) and California Revenue 
and Taxation Code §23701(d) and is generally not subject to federal or state income taxes. 
 
However, KCETLink is subject to income taxes on any net income that is derived from a trade or 
business, regularly carried on and not in furtherance of the purposes for which it was granted 
exemption; KCETLink does engage in certain activities that are statutorily defined as an 
unrelated business. KCETLink had federal net operating loss carryforwards of approximately 
$10.6 million and $9.7 million for each of the years ended June 30, 2016 and 2015. Generally, 
federal statutes allow carryforwards of a net operating loss to twenty years following the loss 
year. 
 
The Organization recognizes potential accrued interest and penalties related to uncertain tax 
positions in income tax expense. During the years ended June 30, 2016 and 2015, the 
Organization performed an evaluation of uncertain tax positions and did not have any matters 
that require recognition in the financial statements or which may have an effect on its tax-
exempt status. 
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NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Recent Accounting Pronouncements 
In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 
606), requiring an entity to recognize the amount of revenue to which it expects to be entitled for 
the transfer of promised goods or services to customers. The updated standard will replace 
most existing revenue recognition guidance in U.S. GAAP when it becomes effective and permits 
the use of either a full retrospective or retrospective with cumulative effect transition method. In 
August 2015, the FASB issued ASU 2015-14 which defers the effective date of ASU 2014-09 
one year making it effective for annual reporting periods beginning after December 15, 2018. 
The Organization has not yet selected a transition method and is currently evaluating the effect 
that the standard will have on the financial statements. 
 
In January 2016, the FASB issued ASU 2016-01, Financial Instruments—Overall (Subtopic 825-
10): Recognition and Measurement of Financial Assets and Financial Liabilities, which updates 
certain aspects of recognition, measurement, presentation and disclosure of financial 
instruments. ASU 2016-01 will be effective for the Organization for fiscal years beginning after 
December 15, 2018. The Organization does not believe the adoption of the new financial 
instruments standard will have a material impact on its financial statements. The Organization 
elected to early adopt the amendment that no longer requires disclosure of the fair value of 
financial instruments that are not measured at fair value and, as such, these disclosures are 
not included herein. 
 
In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The guidance in this ASU 
supersedes the leasing guidance in Topic 840, Leases. Under the new guidance, lessees are 
required to recognize lease assets and lease liabilities on the balance sheet for all leases with 
terms longer than 12 months. Leases will be classified as either finance or operating, with 
classification affecting the pattern of expense recognition in the income statement. The new 
standard is effective for fiscal years beginning after December 15, 2019, including interim periods 
within those fiscal years. A modified retrospective transition approach is required for lessees for 
capital and operating leases existing at, or entered into after, the beginning of the earliest 
comparative period presented in the financial statements, with certain practical expedients 
available. The Organization is currently evaluating the impact of its pending adoption of the new 
standard on the consolidated financial statements. 

 
In August 2016, the FASB issued ASU 2016-14, Not-for-Profit Entities (Topic 958): Presentation 
of Financial Statements of Not-for-Profit Entities. The guidance in this ASU focuses on improving 
the current net asset classification requirements and information presented in financial 
statements and notes that is useful in assessing a not-for-profit’s liquidity, financial 
performance, and cash flows. The standard is effective for annual financial statements issued 
for fiscal years beginning after December 15, 2017. The Organization is currently evaluating the 
impact of its pending adoption of the new standard on its financial statements. 
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NOTE 4 – GRANTS AND CONTRIBUTIONS RECEIVABLE 
 
Grants and contributions receivable at June 30, 2016 and 2015 are expected to be collected as 
follows: 
 

  2016   2015  
 
Less than one year $ 1,063,069 $ 2,048,416 
One year to five years  160,000  695,000 
 

 $ 1,223,069 $ 2,743,416 
 
 

NOTE 5 – INVESTMENTS AND FAIR VALUE MEASUREMENTS 
 
As defined in U.S. GAAP, a fair value is the price that would be received to sell an asset or paid 
to transfer a liability in an orderly transaction between market participants at the measurement 
date. In determining fair value, the Organization uses the market or income approach. Based on 
this approach, the Organization utilizes certain assumptions about the risk and or risks inherent 
in the inputs to the valuation technique. These inputs can be readily observable, market-
corroborated, or generally unobservable inputs. The Organization utilizes valuation techniques 
that maximize the use of observable inputs and minimize the use of unobservable inputs. 
 
Based on the observability of the inputs used in the valuation techniques, the Organization is 
required to provide the following information according to the fair value hierarchy. The fair value 
hierarchy ranks the quality and reliability of the information used to determine fair values. As a 
basis for considering such assumptions, U.S. GAAP establishes a three-tier value hierarchy, 
which prioritizes the inputs used in the valuation methodologies in measuring fair value: 
 

Level 1 – Quoted prices in active markets for identical assets or liabilities 
 

Level 2 – Inputs other than Level 1 that are observable, either directly or indirectly, such 
as quoted prices for similar assets or liabilities, quoted prices in markets that 
are not active, or other inputs that are observable or can be corroborated by 
observable market data for substantially the full term of the assets or 
liabilities 

 
Level 3 – Unobservable inputs that are supported by little or no market activity and that 

are significant to the fair value of the assets or liabilities 
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NOTE 5 – INVESTMENTS AND FAIR VALUE MEASUREMENTS (Continued) 
 
The fair value hierarchy also requires an entity to maximize the use of observable inputs and 
minimize the use of unobservable inputs when measuring fair value. For the fiscal year ended 
June 30, 2016, the application of valuation techniques applied to similar assets and liabilities 
has been consistent. The following is a description of the valuation methodologies used for 
instruments measured at fair value: 
 
Investment in Equity, Money Market, and Fixed Income Securities 
The fair value of equity, money market, and fixed income securities is the market value based 
on quoted prices for identical assets in an active market. They are classified within Level 1 of 
the fair value hierarchy. 

 
Beneficial Interests in Charitable Remainder Trusts 
The Organization’s beneficial interest in charitable remainder trusts is expressed as either a 
percentage or a dollar amount of the trusts’ assets’ fair value. The present value of the 
remainder is revalued each year end based on the trusts’ assets’ current fair market value, 
current market interest rate, and an annual yield of 7% – 8% over the remaining life expectancy 
of the donors. 
 
The current market interest rate used for the remainder interest at June 30, 2016 and 2015 is 
1.8% and 2.0%, respectively. Beneficial interests in charitable remainder trusts are classified 
within Level 3 of the fair value hierarchy. 
 
During the years ended June 30, 2016 and 2015, the Organization’s beneficial interest in 
charitable remainder trusts amounted to $298,692 and $293,826, respectively. 
 
Charitable Gift Annuities 
For charitable gift annuities, KCETLink’s future payment liability is recorded in the statement of 
financial position as charitable gift annuities payable. Corresponding assets are held and 
recorded as investments, with any contribution in excess of the initial liability recognized as 
contribution revenue. The liability for each gift annuity is revalued each year under actuarial 
tables and market interest rates. 
 
The current market interest rate used at June 30, 2016 and 2015 was 1.8% and 2%, 
respectively. Charitable gift annuities payable are classified within Level 3 of the fair value 
hierarchy. 
 
KCETLink has received $160,279 under charitable gift annuities in prior years and these 
investments have a carrying amount of $288,876 and $323,827 as of June 30, 2016 and 
2015, respectively. In accordance with the terms of the agreements, KCETLink pays annual 
annuities of $29,020 to the donors during the remainder of their lives. As of June 30, 2016 and 
2015, the annuities payable totaled $178,289 and $194,787, respectively. 



KCETLink 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2016 AND 2015 
 

 
 

16 

NOTE 5 – INVESTMENTS AND FAIR VALUE MEASUREMENTS (Continued) 
 
Fair Value Measurements 
The following table summarizes the Organization’s financial assets and liabilities by the fair 
value hierarchy levels as of June 30, 2016. 
 

  Level 1   Level 2   Level 3   Total  
Investments 

Equity securities $ 126,608 $ - $ - $ 126,608 
Money market securities  5,036,238  -  -  5,036,238 
Fixed income securities  138,104  -  -  138,104 

 
Total investments at fair 

value  5,300,846  -  -  5,300,846 
 
Other financial assets 

Beneficial interest in 
charitable remainder 
trust  -  -  298,692  298,692 

 
Total assets $ 5,300,846 $ - $ 298,692 $ 5,599,538 

 
Financial liabilities 

Charitable gift annuities 
payable $ - $ - $ (178,289) $ (178,289) 

 
Total liabilities $ - $ - $ (178,289) $ (178,289) 
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NOTE 5 – INVESTMENTS AND FAIR VALUE MEASUREMENTS (Continued) 
 
The following table summarizes the Organization’s financial assets and liabilities by the fair 
value hierarchy levels as of June 30, 2015. 
 

  Level 1   Level 2   Level 3   Total  
Investments 

Equity securities $ 125,040 $ - $ - $ 125,040 
Money market securities  5,130,555  -  -  5,130,555 
Fixed income securities  103,586  -  -  103,586 

 
Total investments at fair 

value  5,359,181  -  -  5,359,181 
 
Other financial assets 

Beneficial interest in 
charitable remainder 
trust  -  -  293,826  293,826 

 
Total assets $ 5,359,181 $ - $ 293,826 $ 5,653,007 

 
Financial liabilities 

Charitable gift annuities 
payable $ - $ - $ 194,787 $ 194,787 

 
Total liabilities $ - $ - $ 194,787 $ 194,787 

 
Investments consisted of the following at June 30, 2016 and 2015: 
 

  2016   2015  
 
Investments restricted for investment in perpetuity $ 4,261,784 $ 4,261,784 
Investments in endowment fund – temporarily restricted  750,186  773,571  
Charitable gift annuities required to be invested until the 

death of the income beneficiaries  288,876  323,826 
 
Restricted investments at fair value $ 5,300,846 $ 5,359,181 
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NOTE 5 – INVESTMENTS AND FAIR VALUE MEASUREMENTS (Continued) 
 
For the years ended June 30, 2016 and 2015, the changes in investments, financial assets, 
and liabilities classified as Level 3 are as follows: 
 
 Beneficial 
 Interest in 
 Charitable Charitable 
 Remainder Gift Annuities 

  Trust   Payable  
 
Balance, June 30, 2014 $ 290,165 $ 217,309 
Payments  -  (18,386) 
Changes in value  3,661  (4,136)  
 
Balance, June 30, 2015  293,826  194,787 
Payments  -  (18,381) 
Changes in value  4,866  1,883  
 
Balance, June 30, 2016 $ 298,692 $ 178,289 

 
The following table represents the Organization’s Level 3 financial instruments for the year 
ended June 30, 2016, the valuation technique used to measure the fair value of the financial 
instruments, and the significant unobservable inputs and the ranges of values for those inputs: 
 

       Principal  
       Valuation  Unobservable  
 Instrument   Fair Value   Technique   Inputs   Range  
Beneficial interest in 

charitable remainder trust $ 298,692  Income  Discount Rate  7% – 8% 
    Approach 
Charitable gift annuities 

payable $ 178,289 Disbursement Discount Rate  2%  
    Approach 

 
Fractional Interest in Land 
Fractional interest in land was donated to KCET in March 2009. 
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NOTE 6 – EQUIPMENT AND LEASEHOLD IMPROVEMENTS 
 
Equipment and leasehold improvements at June 30, 2016 and 2015 consisted of the following: 
 

  2016   2015  
 
Leasehold improvements $ 12,651,263 $ 12,651,263 
Antenna, transmitter, and other broadcasting and 

studio equipment  21,385,624  21,375,984 
Furniture, fixtures, and automobiles, including 

assets acquired under capital leases  4,593,790  4,472,461 
 
Subtotal  38,630,677  38,499,708 
Less accumulated depreciation, including amounts 

applicable to assets acquired under capital leases 
of $245,859 and $245,859, respectively  (24,632,036)  (21,389,262) 

 
Total $ 13,998,641 $ 17,110,446 
 

Contributed office furniture and equipment was $70,000 and $0 as of June 30, 2016 and 
2015, respectively. Depreciation and amortization expense totaled $3,242,774 and 
$3,509,695, respectively, for the years ended June 30, 2016 and 2015. 
 

 
NOTE 7 – INTANGIBLE ASSETS 
 

During the year ended June 30, 2016, KCETLink received the donation of a television station 
(Channel 9 in Palm Springs, California) with an estimated fair value of $1,300,000 that is 
included in contributions, grants and contracts in the statements of activities. The Organization 
allocated the value as follows:  
 

Office furniture and equipment $ 70,000  
FCC license  79,000  
Goodwill  1,151,000  
 

         $ 1,300,000 
 
The FCC license and goodwill are not subject to amortization. Intangible assets at June 30, 
2016 and 2015 consisted of the following: 

  
  2016   2015  
 
FCC license $ 79,000 $ - 
Goodwill  1,151,000  - 
 

 $ 1,230,000 $ - 
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NOTE 8 – NOTES PAYABLE 
 
The Organization has a note payable to Western Alliance Bank which originated July 8, 2015 
and bears interest at Prime plus one percent, which is payable with the principle on or before 
July 9, 2017. The note holds financial covenants to be satisfied by the Organization. As of June 
30, 2016 and 2015, the outstanding balance on the note payable is $15,000,000 and $0, 
respectively. 
 
The Organization had a note payable to Bessemer Trust Company which originated April 15, 
2013 and bears interest at Prime plus/minus a set percentage based on outstanding balance; 
interest is payable on a monthly basis, and note is payable on demand. The note is 
collateralized with money market funds and municipal bonds. The note payable was paid on July 
9, 2015. As of June 30, 2016 and 2015, the outstanding balance on the note payable is $0 
and $5,000,000, respectively.  
 
Interest expense related to the note payables totaled $448,734 and $164,757 for the years 
ended June 30, 2016 and 2015, respectively. 
 

 
NOTE 9 – COMMITMENTS AND CONTINGENCIES 

 
KCETLink leases its current premises and certain facilities and equipment under long-term lease 
agreements expiring in 2016, 2017, 2018, and 2024. KCETLink has also entered into multiple 
sublease agreements with third parties. Minimum payments and sublease income for future 
years ending June 30 under noncancelable leases are as follows: 
 

    Operating Sublease 
    Leases   Income  
 
2017 $ 2,860,814 $ 692,849 
2018  2,946,638  704,843 
2019  3,035,042  717,257 
2020  3,126,088  730,106 
Thereafter  11,702,940  3,242,624 
 
Subtotal $23,671,522 $ 6,087,680 

 
Rent expense for noncancelable operating leases was $3,221,567 and $3,050,970 for the 
years ended June 30, 2016 and 2015, respectively. Total sublease revenues for the years 
ended June 30, 2016 and 2015 were $679,646 and $660,411, respectively. 
 
Under the long-term lease agreement expiring 2024, equipment and leasehold improvements in 
the amount of $10,839,000 have been collateralized. 
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NOTE 10 – NET ASSETS 
 
Unrestricted  
Unrestricted net assets (deficit) consisted of the following at June 30, 2016 and 2015: 
 

  2016   2015  
 
Borrowings from temporarily restricted resources $ (5,774,175) $ (5,973,431) 
Equipment and leasehold improvements   13,998,641  17,110,446 
Other unrestricted net (deficit)  (12,990,201)  (9,341,265)  
 

Total $(4,765,735) $ 1,795,750 
 
Temporarily Restricted  
Temporarily restricted net assets are restricted for the following purposes at June 30, 2016 and 
2015: 

  2016   2015  
 
Productions $ 4,247,135 $ 4,646,877 
Beneficial interest in charitable remainder trust  298,692  293,826 
Charitable gift annuities  110,587  129,041 
Accumulated unappropriated endowment investment 

returns  2,082,226  2,105,610 
General operations (includes time-restricted)  355,000  695,000 
 

Total $ 7,093,640 $ 7,870,354 
 
Temporarily restricted net assets consisted of the following at June 30, 2016 and 2015: 
 

  2016   2015  
 
Grants and contributions receivable $ 160,000 $ 695,000 
Restricted investments  1,039,062  1,102,884 
Borrowing of restricted resources for operations  5,774,175  5,973,431 
Beneficial interest in charitable remainder trust  298,692  293,826 
Charitable gift annuities payable  (178,289)  (194,787) 
 

Total $ 7,093,640 $ 7,870,354 
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NOTE 10 – NET ASSETS (Continued)  
 
Permanently Restricted  
Permanently restricted net assets consist solely of donor-restricted endowment funds. The 
Organization does not currently have any funds functioning as endowment through designation 
by the board. The earnings of the endowment funds support the mission of KCETLink. 
 
From time to time, the fair value of assets associated with individual donor-restricted 
endowment funds may fall below the level that the donor requires KCETLink to retain as a fund 
of perpetual duration. In accordance with U.S. GAAP, deficiencies of this nature are reported in 
unrestricted net assets, but there were no such deficiencies as of June 30, 2016 and 2015. 
 
The reconciliation of the beginning and ending balances of the Organization’s endowment funds 
by net asset class for the year ended June 30, 2016 are as follows: 
 
 Temporarily Permanently 

  Restricted   Restricted   Total  
Endowment net assets, beginning of the 

year $ 2,105,610 $ 4,261,784 $ 6,367,394 
 
Investment return 

Investment income  2,663  -  2,663 
Net appreciation (depreciation) on 

investments (realized and unrealized)  (26,047)  -  (26,047) 
 

Total investment return  (23,384)  -  (23,384) 
 
Endowment net assets, end of year $ 2,082,226 $ 4,261,784 $ 6,344,010 

 
The note payable to Bessemer Trust Company has been collateralized by investment funds 
which are permanently restricted to the Endowment.  
 
Spending Policy and How the Investment Objectives Relate to Spending Policy 
KCETLink’s endowment spending policy is based on the trailing market value of its endowment. 
The total annual distribution to be made from the fund each year shall not exceed 5% of the 
total fair market value of the fund, less all liabilities and accrued expenses of the fund. The 
spending rate will be applied to a twelve-quarter rolling average fair market value of the fund. 
After consultation with the KCETLink finance committee, the administrator may decide not to 
make a distribution from the fund. 
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NOTE 10 – NET ASSETS (Continued)  
 
Spending Policy and How the Investment Objectives Relate to Spending Policy (Continued) 
The spending policy is reviewed by the finance committee of the board of directors periodically. 
This is consistent with KCETLink’s objective to maintain the purchasing power of the endowment 
assets held in perpetuity, as well as to provide additional real growth through new gifts. 
KCETLink considers the following factors in making a determination to appropriate funds for 
distribution: 
 

1. The duration and preservation of the fund 
2. The purposes of the donor-restricted endowment funds 
3. General economic conditions 
4. The possible effect of inflation and deflation 
5. The expected total return from income and the appreciation of investments 
6. Other resources of KCETLink 
7. The investment policies of KCETLink 

 
Return Objectives and Risk Parameters 
As delegated authority by the full board, the finance committee of the board has adopted 
investment policies that govern the management and oversight of the endowment funds and 
other investments (endowment and reserves). The policies set forth the objectives for the 
endowment and reserves of KCETLink, the strategies to achieve the objectives, procedures for 
monitoring and control, and the delineation of responsibilities for the finance committee, 
consultant, investment managers, staff, and custodian in relation to the portfolio. The policies 
are intended to allow for sufficient flexibility in the management oversight process to capture 
investment opportunities as they may occur, while at the same time setting forth reasonable 
risk control parameters that a prudent person would take in the execution of the investment 
program. Investment assets are managed on a total return basis, with emphasis on both 
preservation of capital and acceptance of investment risk necessary to achieve favorable 
performance on a risk-adjusted basis.  

 
 
NOTE 11 – RETIREMENT PLAN 

 
Eligible employees of KCETLink participate in a defined contribution plan through the Teachers’ 
Insurance and Annuity Association and College Retirement Equity Fund retirement programs. 
Contributions to the plan are made by KCETLink and are used to purchase individual retirement 
annuities. Employees have the option of contributing additional amounts to the plan. There were 
no KCETLink contributions for the years ended June 30, 2016 and 2015.  
 
 

NOTE 12 – RELATED PARTY TRANSACTIONS 
 
The Organization received contributions from several members of the Board of Directors. The 
amount included in contributions revenue from these related parties during the years ended 
June 30, 2016 and 2015 was approximately $0 and $1,489,100, respectively. 
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NOTE 13 – SUBSEQUENT EVENTS 
 
The Organization signed an additional loan agreement with Western Alliance bank on November 
7, 2016 for an additional loan of $2.5M. This amount was drawn on November 9, 2016. 

 
The Organization has evaluated subsequent events through November 28, 2016, which is the 
date the financial statements were issued; no other significant changes to these financial 
statements were necessary as a result of the subsequent events evaluation. 
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